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Line 

- No. 

1. 

2. 

3. 

4. * 5. 

6. 

7. 

Comumerj Illinois Water C m n y  
Indicated C m  Equity Cost Rate 

Through Use of a Risk Premium Model 
Usina an Adiusted Total Market Awrcach 

Prospdve Yield w1 Aaa Rated 
Cwporate Bonds (1 ) 

Adjustment to ReRect Ydd spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 
U t i l i  Bonds 

Adjusted Pros- Yield on A Rated 
Public vfility Bonds 

Adjusbnent to Refled Bond 
R d n g  Difference of Proxy Group 

Adjusted Prosp&ve Bond Yield 

Equity Risk Premium (4) 

Risk Premium Dwived C m m  
Equity Cost Rate 

Proxy Gmup of Seven C. A. 
Tumer Water Companies 

6.3 % 

0.9 (2) 

7.2 % 

0.0 (3) 

7.2 

5.2 

12.4 % 

Proxy Gmup of Thirteen 
ublities selected w1 the Basis 
of Least R & k  Distance 

6.3 % 

0.9 (2) 

7.2 % 

0.0 (3) 

7.2 

5.5 

12.7 % 

Notes: (1) Derived in Note (3) on page 6 ofmis Schedule. 

(2) The average yield spread of A rated public u t i l i  bonds over Aaa rated corpwate bonds of 
0.89%, rounded to 0.9% from page 4 ofthis Schedule. 

(3) No adjustment necessary as tha average Moody's bond rating of the proxy group is P2. 

(4) Fmm page 5 of this Schedule. 
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Consumers lilirwis Water Comcany 
Comparison of Boml R a g s  and Business Prmlle fw 

the Pmxy Gmup of Seven C. A Turner Water Canpanis and 
me Prow G m u ~  of Thirteen Mlles Se!+cted on the Basis of Least Relative Distance 

&nil 2003 April 2cm Standard h Pcds 
Standad b Pods Business P ~ M  

I Pmflle (2) 
MOWS 

Bond Rating Bond Rating 

Bond Nurnmcal Bond Numerical 
!M!!g Weiohtirm f11 &&g WeiqMnu f l l  

Proxy Gmup of Seven 

American States Water CO. (3) 
Artesian R O S O U ~ ,  Inc. 
Caliimia Water Swdi GmuP (4) 
Middlesex Water Company 
Philadelphia Suburban COQ. (5) 
soumwesl Water Company 
York Water Company 
AVWAge 

A2 6 
NR .. 
A1 5 
A2 6 
NR .. 
NR _. 

5.7 A2 
_. NR - - 5= 

A+ 
NR 
A+ 
A+ 
AA 
NR 
NR 
A+ 
_= 

5 3.0 

5 3.0 
5 3.0 
4 2.0 

_. _ _  

_. _ _  
-. _ _  - 
4.8 2.8 - 

Pmxy Gmup of Thirteen utili& Seleded 
a, mew #Least Relaw Distance 

AGL Reswrres. Im. (6) 

CaMornia Water Sefvice Gmup (4) 
Clem Corpontion 0 
LwLInc. (8) 
M i d d k  Wahw Company 
Nolmwest Natural Gas Co. 
Philadelphia Suburban Cwp. (5) 
Public Service Entwpme GWD. Iw. (9) 
Southern Company (10) 
TECO Energy. IIK. (11) 
WPS Resources C o m n  (12) 
Ywk Water Company 
Average 

A3 
A2 
A? 
A3 
A2 
A2 
A2 
NR 
A3 
A1 
A3 
A d  

A2 
NR - 

7 A- 7 2 .o 
A+ 5 3.0 
A+ 5 3.0 
BEE+ 8 5.0 
BBB 9 4.0 
A+ 5 3.0 
A 6 3.0 
P A  4 2.0 
A- 7 3.0 
A+ 5 4.0 
BBE 9 4.0 
AA 4 4.0 
NR _. _ _  

6.2 3.3 A 
__ 
3_ 3= 

Ndes: (1) Fmmpage3oflhisSchedule. 
(2) Fmm Standard 6 P d s  Mlles 6 Penpectives, Global utililies R a n g  Service. Vol. 12. No. 17. April 

28. m. 
(3) Ratings and business profile are those of SDumern California Water Company 
(4) Ratings end business profile are m e  of C a l i t a  Water Service Company. 
(5) Ratings and business pmfile are those of Penmyknia Suburban Water Company. 
(6) Ratings and business pmMe are those of Atlanta Gas LgM Company. 
(7) M n g s  and business pmflis are those d Clem Power LLC. 
(8) Ratings and business pmfile are those d Dayton Power 6 light Company. 
(9) Ratin- and business m l e  are those of Public Service Electric 8 Gas Company. 
(lo) Ratingsand busin~pmfkareammpos~of~ofAlabamaPowerCo..GwrgiaPowerCo..GuU 

Power Co., Mississippi Power&., and Savannah Electric b Power Co. 
(110 Ratingsand business prmilearemmeofTampa E i m c  Company. 
(12) Ratings and busin- profile are those of Wisconsin Public Service Compmy. 

Swrce of Information: Moody5 Investws Service 
Slandard & Pwfs Global u t i l i  Rating Service 



Moody's 
Bond Ratinq 

Aaa 

Aal 
Aa2 
Aa3 

AI 
A2 
A3 

Baal 
Baa2 
Baa3 

Bal 
Ba2 
Ba3 
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Consumers Illinois Water Comrmny 
Numerical Assignment for 

MoodVs and Standard 8, Poor's Bond Ratinas 

Numerical 
Bond Weiahtinq 

1 

2 
3 
4 

5 
6 
7 

8 
9 
10  

11 
12 
13 

Standard & Poor's 
Bond Rating 

AAA 

AA+ 
AA 
AA- 

A+ 
A 
A- 

EBB+ 
BBB 
BBB- 

BB+ 
BB 
B E  



Years 

April42 
May-02 

June62 
July-02 

August-02 
September42 

October42 
November-02 
December-02 

January-03 
February-03 

March-03 

Average of Last 
3 Months 

Average of Last 
6 Months 

Average of Last 
12 Months 

Moody's - 
Comparison of Interest Rate Trends 

for me Twelve Months Ending March 2M)3 (1 1 

Spread - Corporate v. Public Utility Bonds 
Corporate Aa (Pub A(Pub. Util.) Baa (Pub. 

Bonds Public Utility Bonds Util.) over Util.) over 
Aaa Rated Aa Rated A Rated Baa Rated Aaa (Corp ) 

6.76 % 
6.75 
6.64 
6.53 
6.37 
6.15 
6.33 
6.31 
6.21 
6.17 
5.95 
5.89 

6.00 % 

7.38 % 
7.43 
7.33 
7.22 
7.10 
6.98 
7.07 
7.03 
6.94 
6.87 
6.66 
6.56 

6.70 % 

7.57 % 
7.52 
7.42 
7.31 
7.17 
7.08 
7.23 
7.14 
7.07 
7.07 
6,s 
6.79 

6.93 % 70 % 

6.14 % 6.86 % 7.04 % 7.51 % 0.72 % 

6.34 % 7.05 % 7.19 % 7.78 % - 0.71 % 

8.26 % 
8.33 
8.26 
8.07 
7.74 
7.62 
8.00 
7.76 
7.61 
7.47 
7.17 
7.05 

7.23 % 

0.71 % Average Spread (2) - 
Notes: (1) All yields are distributed yields. 

(2) Equal weight has been given to the 12-month average, 6month average. 
and j-month avmge. This provides recognition of current conditions, 
but does not place undue emphasis thereon. 

Source of Information: Merged Bond Record 

over Aaa 
(Corp.) 

0.93 % 

0.90 % 

0.85 % 

0.89 % 

- - 

1.23 % 

1.37 % 

1.44 % 

1.35 % 

- - 

Spread - Public Utility Bonds 

A over Aa Bsa over A 

0.23 % 0.30 % 

0.18 % 0.47 % 

0.14 % __ 0.59 % - 
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Line 
No. 

1. 

2. 

3. 

Consumers Illinois Water Company 
Judgment of Equity Risk Premium fw 

the Pruxy Group of Seven C. A Turner Water Companies and 
the Proxy G ~ U D  of Thirteen Mlities Salected on the Bask3 of Least Relative Dktawe 

Calculated equity risk 
premium based on the 
total market using 
the bata approach (1) 

Proxy Group of Thirteen Utilities 
Selected an the Basis of LE& Proxy Group of Seven C. A. 

Turner Water Ccinpanier Relative Distanca 

5.8 % 6.4 % 

Mean equity risk premium 
based on a mdy 
using the holding pariod 
returns of public u%liis 
wim A rated bands (2) 4.5 

5.2 % Average equity risk premium 

4.5 

5.5 $6 

Notes: ( 1 )  Frwn page 6 of this Schedule. 
(2) Fmm page 8 of thiis Schedule. 
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Consumen Illinois Water Ccin~eny 
Denvabon of Equity Risk Premium Based on the Total Mark& Approach 

Using the Beta for the Proxy Group of Seven C. A. Turner Water Compank and 

. .  

tine 

- No. 

1. Arithmetic mean total return rate on 
the Standard & Poots 5W Composite 
index- 1926-2002 (1) 

Proxy Gmup of Thirteen 

Basis of Least Relative 
u t i r i  w e d  on the 

Proxy Gmup of Seven C. A. 
Turner Water Companies Distance 

12.2 % 12.2 % 

2. Arithmetic mean total return rate on 
the Salwnon Bmthws LongTerm 
High-Grade Corporate Bond Index 
1 9 2 6 r n ( 1 )  (6.2) (6.2) 

3. Historical Equity Risk Premium 6.0 % 6.0 % 

4. Forecasted 55 year Total Annual 
Market Return (2) 18.6 % 18.6 % 

5. Prwpectiw Yield an Aaa Rated 
Cwpcrate Bonds (3) (6.3) (6.31 

6. Forecasted Equity Riik Premium 12.3 % 12.3 % 

7. Avenge of Historical and Forecssled 
Equity Risk Premium (4) 9.2 % 9.2 % 

8. Adjusted Value Une Beta (5) 0.63 0.70 

9. Beta Adjust& Equity Risk Premium 5.8 % 6.4 % 

N&: (1) From Stocks, Bonds, Bills and Inflation ~ 2003 Yearbmk Valuation Edition, lbbotson Associates. inc.. 

(2) FlomNdel,page4ofScheduIe13ofthisWibit. 

(3) Average f a d  based u p ~ l  six quarterly estimates of Aaa Wed corporate bonds p r  the co(15ensus 

Chicago. IL, 2003. 

of neaw 50 economists reported in Blue Chip Financial Forecasts dated May 1, 2003 (see page 7 of 
this schedule). The estimates are detailed below. 

second Quarter 20D3 5.9 % 
Third Quarter 2003 6.0 
Fourvl Quatter 2003 6.2 
First Quarter 2304 6.4 
second Quarter 2004 6.6 
Third Quarter 2004 6.7 

Average 6.3 % 

(4) Average of the Histo"cal Equity Risk Premium of 6.0% fmm Line No. 3 andthe ForecasM Equw Risk 
Premium of 12.3% from Line No. 6 ((6.0% + 12.3%) I 2  = 9.15%. r o w  to 9.2%). 

(5) From page 9 of this Schedule 
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BLUE CHIP FINANCIAL FORECASTS MAY I, 2003 

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions' 

Average For Week Ending--- ---Average For Month--- 
Interest Rates A m 1 8  Avr.11 Mar.28 Mar. Feb. Jan. 
Federal Funds Rate 1.27 1.23 1.28 1.22 1.25 1.26 1.24 
Prime Rate 4.25 4.25 4.25 4.25 4.25 4.25 4.25 
LIBOR, 3-mo. 1.32 1.29 1.28 1.29 1.29 1.34 1.37 
CommercialPaper, I-mo. 1.21 1.22 1.21 1.23 1.21 1.24 1.25 
Treasury bill, 3-mo. 1.18 1.15 1.12 1.17 1.15 1.19 1.19 
Treasury bill, 6-mo. 1.21 1.16 1 . 1 1  1.18 1.16 1.20 1.22 
Treasury bill, 1 yr. 1.33 1.25 1.19 1.27 1.24 1.30 1.36 
Treasury note, 2 yr. 1.70 1.61 1.54 1.65 1.57 1.63 1.74 
Treasury note, 5 yr. 2.98 2.92 2.84 2.93 2.78 2.90 3.05 
Treasury note, IO yr. 3.99 3.97 3.90 3.96 3.81 3.90 4.05 
Treasury Long-Term Avg. 5.02 5.04 4.99 5.04 4.90 4.93 5.07 
Corporate Aaa bond 5.80 5.81 5.81 5.94 5.89 5.95 6.17 
Corporate Baa bond 6.89 6.93 6.91 6.97 6.95 1.06 7.35 
State & Local bonds 4.74 4.76 4.79 4.84 4.76 4.81 4.90 
Home mortgage rate 5.82 5.85 5.79 5.91 5.75 5.84 5.92 

Latest Q 

1.25 
4.25 
1.33 
1.23 
1.18 
1.19 
1.30 
I .65 
2.91 
3.92 
4.97 
6.00 
7.12 
4.82 
5.84 

lQ&?Q 

... ".".~ 
2Q 3Q 4Q 1Q 2Q 3Q 4 9  IQ 

Key Assumvtions zoolg!Llz&lmmmm2003 
MajorCumncylndex 105.3 104.4 105.3 108.2 104.4 100.0 100.0 95.1 
Real GDP -1.6 -0.3 2.7 5.0 1.3 4.0 1.4 1.6 

@GDPPrice Index 2.5 2.2 -0.5 1.3 1.2 1.0 1.6 2.5 
onsumer Price lndex 3.2 0.9 -0.7 1.4 3.4 2.2 2.0 3.8 

lndivldual panel memben' forecasts are on pages 4 thmug 9. Historical data fw inlerest mcs except LIBOR is froom Feder 
available horn The Woll Sweet Joourml. DcRnirions rspofled here are same as those in FRSR H. IS. Treasury yields arc mpa 
the U.S. Federal Reserve Board's Majm Currency Index is from FRSR H. I O  and G.5. Historical data for Real GDP and GDF 
nomic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labw's Bureau o f h b o r  Slatislisx (B 

U.S. Treasury Yield Curve 
Week ended Aptit 18,2003 and Year Ago n. 
2Q 2003 and 3Q 2004 Consensys forecasfs 

2.00 
1.50 
1 .oo 

3mo 6mo lyr  2y 5y IOyr L-TAvg 
Matunties 

Corporate Bond Spreads 
As of w k  ended Apnl18.2003 

400 
375 
350 
325 
300 
275 
250 
225 
200 
175 
150 
1 25 
1W 
75 
50 
25 
0 
I 9 9 7  1998 1999 2000 Z W I  2002 2003 

minus IO-Year T-Bond Y!eld 

Consensus Forecasts-Quarterly Avg. 
2Q 34 4Q IQ 2 4  3Q 
!003 2003 2003 2004 2004 2004 
1.2 1.2 1.4 1.7 2.1 2.6 
4.2 4.2 4.4 4.1 5.1 5.6 
1.3 1.4 1.6 1.9 2.4 2.8 
1.3 1.3 1.5 1.8 2.3 2.7 
1.2 1.2 1.4 1.1 2.2 2.6 
1.2 1.3 1.5 1.9 2.3 2.8 
1.4 1.5 1.7 2.1 2.6 3.0 
1.7 1.9 2.2 2.6 3.0 3.4 
3.0 3.1 3.4 3.7 4.0 4.3 
4.0 4.1 4.4 4.6 4.8 5.1 
5.0 5.1 5.3 5.4 5.6 5.1 
5.9 6.0 6.1 6.4 6.6 6.7 
1.0 7.1 1.2 1.4 1.6 1.1 
4.8 4.8 5.0 5.1 5.2 5.4 
5.9 6.0 6.2 6.4 6.6 6.8 
Consensus Forecasts-Quarterly Avg. 
2Q 3Q 4Q IQ 2Q 3Q 

2003 2003 2003 2004 2004 2004 
94.4 94.1 94.2 94.1 95.1 95.3 
2.2 3.2 3.6 3.6 3.1 3.6 
1.8 1.6 1.1 1.9 2.0 2.0 
2.2 1.9 2.1 2.3 2.3 2.3 

Reserve Release (FRSR) H I S  LIBOR quotes 
1 on a sonmfant mslunry bass Historical dam for 
harned Pnse Index are from the Bureau of Eco- 
L 

U.S. 3-MO. T-Bills & L-T Avg. Yield 
(Quanerly Average) Blue Chip 

HiSlOlV FO.-*fS 

1Q IQ 1Q IQ rQ 3Q 1Q IQ 3 0  
1996 1997 1998 1999 2000 2001 2002 2003 20M 
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Consumers Illinois Water ComDany 
Derivation of Mean Equty Risk Premium Based on a Study 

Usina Holdina Period Returns of Public Utilities 

Line 
No. 

Time Period 
1. Arihmetic Mean Holding Period 

Returns (2): 
Standard & Poofs Public 

U t i l i  Index 

Over A Rated 
Public Utility Bonds 
AUS Consultants - 

Utility Services 
study(?) 

1 

1928-2001 

- 

11.1 % 

2. Salomon Brothers Long-Term 
High-Grade Corporate Bond Index (6.11 

3. Equity Risk Premium 5.0 

4. Adjustment to reflect yield spread 
between A rated public utility 
bonds and bonds used in the 
study (0.5) (3) 

5. Adjusted Equity Risk Premium 4.5 % 

Notes: (1) S&P Public Utility Index and Long-Term Corporate Bonds (Salomon 
Brothers LongTerm High-Grade Corporate Bond Index year-by-year 
total returns 1928-2001, AUS Consultants - Utility Sewices. 2002. 

Holding period returns are calculated based upon income received 
(dividends and interest) plus the relative change in the market value 
of a security over a one-year holding period. 

Spread calculated as the difference in the arithmetic mean yields on 
A rated public utility bonds of 6.62% and Aaa and Aa rated corporate 
bonds of 6.15% used as a proxy for the Salomon Brothers Long- 
Term High-Grade Corporate Bond Index for the years 1928-2001, 
inclusive, 0.47%. rounded to 0.5%. 

(2) 

(3) 
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Consumers Illinois Water Company 
Value Line Adjusted Betas for 

the Proxy Group of Seven C. A Turner Water Companies and 
the Prow Group of Thirteen Utilities Selected on the Basis of Least Relative Distance 

Value Line 
Adjusted 

Beta 

Proxy Group of Seven 
C. A. Tumer Water Companies 

American States Water Co. 
Artesian Resources Corp. 
California Water Service Group 
Middlesex Water Company 
Philadelphia Suburban Corp. 
Southwest Water Company 
York Water Company 
Average 

0.60 
NA 
0.60 
NA 

0.70 
NA 
NA 
0.63 

Proxy Group of Thirteen 
Utilities Selected on the Basis 
of Least Relative Distance 

AGL Resources, Inc. 
American States Water Co. 
California Water Service Group 
Clem Corporation 
DPL Inc. 
Middlesex Water Company 
Northwest Natural Gas Co. 
Philadelphia Suburban Corp. 
Public Service Enterprise Group, Inc. 
Southern Company 
TECO Energy, Inc. 
WPS Resources Corporation 
York Water Company 

Average 

NA = Not Available 
NMF = No Meaningful Figure 

0.75 
0.60 
0.60 
0.85 
0.80 
NA 
0.60 
0.70 
0.70 
NMF 
0.75 
0.65 
NA 

0.7 

Source of Information: Value Line Investment Survey. 
March 7, March 21. April 4, and May 2, 
2003, Standard Edition 
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Line 

- No. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Notes 

Consumers IlBnois Water Company 
ofthe Capital Asset Pricing Model for 

the Proxy Group of Seven C. A Tumer Water Companies and 
the Proxy Grow of Thitteen Utilities Selected on the Basis of Least Relative D i n 0 2  

Risk-Free Rate (1) 

Average Company-Spedfic 
Market Premium (2) 

Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate 

Risk-Free Rate (1) 

Average Company-SpedIc 
Market Premium (3) 

Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate 

Conclusion 

Proxy Group of Seven C. A. 
Turner Water Companies 

Traditional Capital Asset Pricina Model 

5.4 % 

6.4 

11.8 % 

Empirical Capital Asset Pricina Model 

5.4 % 

7.3 

12.7 % 

(1) Developed in note 2 of page 3 of this Schedule 

(2) Developed on page 2 of this Schedule. 

(3) Developed on page 3 of ths Schedule. 

12.3 % 

Proxy Group of Thirteen 
Utilities Selected on the Basis 

of Least Relative D i n c e  

5.4 % 

7.1 

12.5 % 

5.4 % 

7.8 

13.2 % 

12.9 X 



Exhiit No. 3 
Scheduk 14 
Page2of4 

Proxy Gmup of Seven 
c. A Turner Water Companies 
American States Water Co. 
Artesian Resources Cop. 
California Water Service Group 
Milesex Water Company 
Philadelphia Suburban CW. 
Swthwest Water Company 
Ywk Water Company 

Average 

Proxy Gmup of Thirteen Utilities 
Sekctffl on the Basis of 
Least Rehtiie Distance 

AGL Resources, Inc. 
A m d n  States Water Co. 
California Water Service Group 
Clea, COrpMatii 
DPL Inc. 
Middlesex Water Company 
Northwest Natural Gas Co. 
Philadelphia Suburban Corp. 
Public Service Enterprise Group, Inr. 
S&rn Company 
TECO Energy, Inc. 
WPS Resources Corporation 
Yak Water Company 

Average 

Consumem Illinois Water k w n y  
Indicated Common Equity Cost Rate Through U s e  

of the Capital Asset Pricing Model 

Company-Specif= CAPM Result 
Value Line Risk Premium Including 
Adjusted Based on Markel Risk-FE 

Beta Premiumof 10.1% (I) Rateof 5.4% (2) 

Tradlional Capital Asset Pridna Model (3) 

0.60 6.1 % 
NA NA 
0.60 6.1 
NA NA 

0.70 7.1 
NA NA 
NA NA 
0.63 6.4 % 

11.5 % 
NA 

11.5 
NA 

12.5 
NA 
NA 

11.8 % 

0.75 
0.60 
0.60 
0.85 
0.80 
NA 
0.60 
0.70 
0.70 
NMF 
0.75 
0.65 
NA 
0.70 

7.6 % 
6.1 
6.1 
8.6 
8.1 
NA 
6.1 
7.1 
7.1 
NA 
7.6 
6.6 
NA 
7.1 % 

13.0 % 
11.5 
11.5 
14.0 
13.5 
NA 

11.5 
12.5 
12.5 
NA 

13.0 
12.0 
NA 

12.5 % 

See page 4 for notes. 



Exhibl No. 3 
schedule 14 
Page3of4 

Proxy Group of Sewn 
C. A Tumer Water Companies 

American SWes Wakf Co. 
Artesian Resources Cop. 
California Water Service Group 
Middlesex Water Company 
Philadelphia Suburben Cap. 
Southwest Water Company 
York Water Company 

Average 

Proxy Group $Thirteen UtiISes 
Seleded on the Basis of 
Least Relative Distance 
AGL Resources, Inc. 
American States Water Co. 
California Water SeMce Group 
Clew Corporation 
DPL lnc. 
Middlesex Water Company 
Northwest Natural Gas Co. 
Philadelphia Suburban Cow. 
Public Service Enterprise Gmup. Inc. 
Soulhem Company 
TECO Energy, Inc. 
WPS Resources Corporation 
York Water Company 

Average 

Consumers Illinois Water Company 
Indicated Common Equw Cast Rate Through Use 

of the CaDnal Aaet Pricirw Model 

Value Line 

Beta 
AdJUSted 

0.60 
NA 
0.60 
NA 
0.70 
NA 
NA 
0.63 

0.75 
0.60 
0.60 
0.85 
0.80 
NA 
0.60 
0.70 
0.70 
NMF 
0.75 
065 
NA 

0.70 

Company-Spedfic CAPM Resun 
Risk Premium Including 

Based on Market Risk-Free 
Premiumof 10.1% (1) Rateof 5.4% (2) 

Empirical Cam1 Asset Pricina Model (5) 

7.1 % 
NA 
7.1 
NA 
7.8 
NA 
NA 
7.3 % 

12.5 % 
NA 

12.5 
NA 

13.2 
NA 
NA 

12.7 % - 

8.2 % 
7.1 
7.1 
9.0 
8.6 
NA 
7.1 
7.8 
7.8 
NA 
8.2 
7.4 
NA 
7.8 % 

13.6 % 
12.5 
12.5 
14.4 
14.0 
NA 

11.5 
13.2 
13.2 
NA 

13.6 
12.8 
NA 

13.1 % - 

See page 4 for Mes. 
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Notes: 
Adiustd to Reilect a Forecasted Risk-Free Rate and Market Return 

(1) From the twelve previous monthend May '02 -&I. '03), as well as a recentty available (May 2.2003). Value Line 
Summa & Index, a forecasted 5 5  year total annual market return of 18.6% can be derked by averaging the 12- 
month. :month, 3-month and spot forecasted total 3-5 year total appreciation. converfing fi into an annual market 
appreciation and adding the Value Line average forecasted annual dlvidend yeld. 

The 3-2 year average total market appreciation of 84% produces a four-year average annual return of 
16.47% ((1.84 ) - 1) When the average annual forecasted divldend yeld of2 15% is added, a totd avecage market 
return of 18.62% (2.15% + 16.47%). rounded to 18.6%. is denved. 

The 12-month, 6-month. >month and spot forecasted total market return of 18 6% minusme rkkhee rate of 
5 4% (dweopedin Note2) is 13.2% (18.6% - 5 4%). The lbbokon Associates calculated market premiumof7 0% 
for the period 1926-2002 resuns from a total market return of 12.2% less tne average income return on long-term 
U.S Government Secunbes of 5 2% (12.2% - 5 2% = 7 0%). This is then averaged with the 13.2% Value Line 
market premium resuitIng In a 10.1%. market premium. The 10.1% market premium is then multiplied by the berain 
column 1 of page 2 of this Schedule. 

Average forecast based upon six quarterly estimates of long-term Treasury Bond yields per the consensus of neaw 
50 economisk reported in the Blue ChiD Financial Forecasts dated May 1,2003 (see page 7 of Schedule 13 of this 
Exh.brf). The estimates are deta.led below 

(2) 

Second Quarter 2003 
Third Ouaiter 2003 

~ - - - . . -. . . 
Fourth Quarter 2003 
First Quarter 2004 
Second Quarter 2004 
Third Quarter 2004 
Average 

Lon -Term 
TreasGdkTMeld 

5.0% 
5.1 ~. 
5.3 
5 A  .. . 
5.6 - 5.7 
&?& 

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 

Rs= RF + i3 (RM - RF) 

Where RS = Return rate of common stock 
R. = Risk Free Rate < = Value Line Adjusted Beta 
RM = Return on the market as a whole 

(4) The empirical CAPM is applied using the following formula: 

R s =  RF + .25 (RM -RF ) + .75 6 (RM - RF ) 

Where Rs = Return rate of common stock 
RF = Risk-Free Rate 
p = Value Line Adjusted Beta 
RM = Return on the market as a whole 

NA = Not Available 
NMF = No Meaningful Figure 
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E = Estimated 

Notes: (I) The criteria for selection of the proxy group of ninetysix non-utili companies was that the 
non-utility companies be domestic and have a meaningful rate of return on networth, common 
equity or partners' capital for each of the five years ended 2002 or projected 2005 -02007 / 
20062008 as reported in Value Line Investment Survey (Standard Edition). The proxygroup 
of ninety-& non-utili companies was selected based upon the proxy group of seven C. A. 
Turner water companies' unadjusted beta range of 0.12 - 0.74 and residual standard error of 
the regression range of 3.6921 - 4.81 35. These ranges are based upon plus or minus three 
standard deviations of the unadjusted beta and standard error of the regression as detailed in 
Ms. Ahern's accompanying direct testimony. Plus or minus three standard deviations captures 
99.73% of the distribution of unadjusted betas and standard errors of the regression. 

(2) Ending 2002. 

(3) 2005 - 2007 I2006-2008. 

(4) The Student's T-statistic associated with these returns exceeds 1.96 at the 95% level of 
confidence. Therefore, they have been excluded, as outliers, to arrive at proper mean 
historical and projected returns as fully explained in Ms. Ahem's accompanying testimony. 

The standard deviation of the proxy group of seven water companies' residual standard 
deviation is 0.1869. The standard deviation of the residual standard deviation is calculated as 
follows: 

(5) 

Standard Deviation of the Resid. SM. = Residual Standard Deviation 
J2N 

where: N = number of observations. Since Value Line betas are derived from weekly price 
change observations over a period of five years, N = 259 

Thus,0.1869 = 4.2528 = 4.2528 
J518 22.7596 

(6) W p o i n t  of the arithmetic mean of the historical five year average and five year projected rate of 

(7) Arithmetic mean of historical five year rates of return and five year projected rates of return on net 
worth, common equity of partners' capital excluding those above 20% and below the prospective 
yield of 7.2% on A rated Moody's public u t i l i  bonds (from page 1 of Schedule 13 of thk Exhibit). 

(8) Mid-point of the arithmetic mean of historical five year rates of return and five year projected rates 
of return on net worth, common equlty of partners' capital excluding those above 20% and below 
the prospective yield of 7.2% on A rated Moody's public utility bonds (from page 1 of Schedule 13 
of this Exhibit). 

(9) The criteria for selection of the proxy group of seventy-five non-utili companies was that the 
non-utility companies be domestic and have a meaningful rate of return on net worth. common 
equity or partners' capital for each of the five years ended 2002 or projected 2005 -02007 / 2006 
2008 as reported in Value Line Investment Survey (Standard Edition). The pmxygroupofsevenly- 
five non-utilicompanieswas selected based upon the proxygroup of thirteen utilkselectedon 
the basis of least relabe distance's unadjusted beta range of 0.23 - 0.79 and residual standard 

return on networth. 
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error of the regression range of 3.3023 - 4.3049. These ranges are based upon plus or minus 
three standard deviations of the unadjusted beta and standard error ofthe regression asdetailed in 
Ms. Ahern's accompanying direct testimony. Plus or minus three standard deviations captures 
99.73% of the distribution of unadjusted betas and standard errors of the regression. 

(10)The standard deviation ofthe proxygroup of thilteen utilities selected on the basis of least relative 
distance's residual standard deviation is 0.1671. (0.1671 = 3.8036 122.7596). 

Source of Information: Value Line, Inc., March 14,2003 
Value Line Investment Survey (Standard Edition) 


